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Honduras: Key Economic Indicators 


All figures in millions of U.S. dollars Exchange rate as of June 1985; 
unless otherwise stated. US$1.00 = 2.00 Lempiras (Since 1918) 


1982 1983 1984 <&% Change 


ITEM (Final) (Final) (Prelim) 1984/1983 
ECONOMIC GROWTH 


GDP in Current Prices 2,791 2,945 3,187 
GDP in Constant 1966 Prices 1,026 1,021 1,049 
Population (1,000's) (mid-year) 3,960 4,090 4,230 


GOVERNMENT FINANCE: 

Central Government Budget 
Current Revenues 390.0 473.0 21.3% 
Current Expenditures 485.5 530.5 9.3% 
Capital Expenditures and Net Lending 193.5 310.5 60.5% 
Deficit 289.0 368.0 27.3% 

Public Sector Debt Outstanding 2,494.7 2,847.0 14.1% 
Domestic Bonded Debt 602.4 651.0* 8.1% 
External Debt (including government 


guarantees) 1,892.3 2,196.0 16.0% 
Public Sector Debt as % of Current GDP 84.7% 89.3% 5.4% 


MONEY AND PRICES: (As of Dec. 31 each year) 

Currency in Circulation Plus Demand Deposits 399.6 425.2 6.4% 
Time, Savings and Other Bank Deposits 615.4 708.9 15.22 
Consumer Price Index (1978 - 100) L72.9 180.8 4.8% 


BALANCE OF PAYMENTS 
Net International Reserves 

(Consolidated Banking System) -133.4 -114.5 
Net International Reserves (Central Bank) 110.7 -83.9 
Current Account Balance -257.1 -233.8 
Debt Service Ratio (private and public sector 

debt service as % exports of goods & services) 27.9 26.2 
Total Exports of Goods and Services 783.6 810.5 

Exports of Goods to the U.S. (F.0.B)** 359.6 364.7 
Total Exports by Product Category: 


Bananas 218.3 20352 


Coffee 153.2 151.2 
Metals (lead, zinc, silver) 2545 38.0 


Shrimp and Lobster 28.0 36.0 


Lumber 44.7 40.4 


Sugar 21.6 2728 
Refrigerated Meat 33.9 31.3 


Total Imports of Goods & Services (C.I.F.) 1,070.7 1,077.2 

Imports of Goods from U.S. (C.I.F.) 294.8 298.8 
Petroleum Imports 170.0 166.1 
Trade with Central American Common Market 

Exports (F.0.B.) 53.4 63.9 

Imports (C.I.F.) 93.4 105.9 
Capital Account: Net Inflows 94.5 180.2 
SOURCE: Central Bank of Honduras, International Monetary Fund. 
*As of 9-30-84 **US Dept. of Commerce data 





SUMMARY 


The sharp economic downturn Honduras has suffered since mid-1980 was 
partially reversed in 1984, although many factors still point to continued 
economic difficulties and substantial improvement is not expected in the 
near term. Exports and imports both grew in 1984 at much higher rates than 
recorded in 1983. The overall Gross Domestic Product (GDP) in current 
prices was up 8.2 percent, reaching $3.187 billion. Real GDP growth last 
year became positive (2.7 percent) after two years of negative growth. 
However, when one considers the country's rapid population growth rate (at 
least 3.4 percent in 1984), this still represents a decline in overall per 
capita income. Other unfavorable factors were the continuing severe 
shortage of private foreign credit, weak export markets for many traditional 
products, and lack of investor confidence. On the other hand, inflation 
remained well under control, with the Consumer Price Index (CPI) advancing 
just 4.8 percent as compared with 1983's 8.9 percent. 


Import costs for goods and services rose 18.4 percent in 1984 to $1,275.4 
million; export earnings were up by 6.1 percent to $859.9 million. IMPORTS: 
Almost every import category showed an increase over 1983 levels; 
particularly significant were higher imports of machinery and equipment, 
manufactures, consumer goods, and food. Petroleum imports, which had held 
steady the previous two years, rose 13.8 percent. A five-tier import 
control system implemented in 1982 to allocate scarce foreign exchange 
remained in effect, with foreign debt payments, food, medicines, and 
petroleum in the highest categories and consumer goods in the lowest. 
EXPORTS: Bananas, Honduras’ largest export item, recuperated from 1983 storm 
damage and increased by 8.5 percent to $220.5 million or over 1/4 of all 
exports. Coffee income rebounded by 12 percent to $169.4 million, while 
lead, zinc, and silver exports again were up dramatically from depressed 
1982 levels, rising 66.1 percent to $63.1 million in 1984. Shrimp and 
lobster exports brought in $38.9 million to rank fourth among export 
products. However, lumber export revenues dropped sharply, by 16.6 percent, 
to $33.7 million; sugar exports continued to face a weak market, falling 8.6 
percent to $25.4 million; and refrigerated meat fell again for the fourth 
year in a row, by 21.4 percent to just $24.6 million. BALANCE OF PAYMENTS: 
The balance of payments (BOP) current account deficit slipped to $-395.5 
million in 1984. Net capital inflows rose 98.4 percent from $180.2 million 
in 1983 to $357.5 million in 1984, Although the private sector capital 
account was down by $29.3 million to a minus $30.5 million, this was more 
than offset by the rise in the public sector long-term account. Net 
official reserves of the Central Bank fell to minus $108.9 million. 


The current foreign exchange credit shortage results mainly from cutbacks in 
lending by international commercial banks; one of the consequences of this 
has been a substitution of Central Bank credit for external lending as 
sources of domestic credit expansion. As is the case with other Central 
American countries, Honduras has experienced a net decapitalization in 
recent years. Since 1980, reductions in suppliers’ credits and in direct 
foreign investment as well as capital flight have contributed to this 
process. Another factor exacerbating the credit squeeze has been the large 
deficits the Government of Honduras (GOH) has run in recent years; these 





have been financed internally, diverting credit away from the private sector. 


Of Honduras' estimated $2.2 billion external public sector debt, only $220 
million is subject to rescheduling; the GOH has remained current on most of 
the balance. The GOH is currently arranging the rescheduling of the foreign 
obligations of the Honduran National Investment Corporation (CONADI) and 
certain other semi-autonomous governmental institutions as well as of 
private sector obligations with public sector guarantees. In many of these 
latter cases, payment of debts has fallen to the GOH, representing a serious 
cash drain on its already strapped budget. An agreement in principle 
between the creditor banks and the GOH on the rescheduling of this debt has 
been reached; signature of a final agreement is expected shortly. 


The outlook for continued economic growth in Honduras in 1985 is mixed, 
despite notable improvement in the economy in 1984. The real growth rate, 
as in 1984, is expected to be slightly positive. Exports of goods and 
services are expected to grow by over 10 percent in value. However, import 
growth, over 18 percent in 1984, will continue to be financed largely by a 
combination of delayed payment, debt relief, and emergency BOP assistance 
that in 1984 equaled 55 percent of total net external capital inflows. 
Honduras’ international price competitiveness vis-a-vis her principal 
competitors in exports to industrialized country markets has deteriorated in 
each of the last four years, bringing the overall drop in price 
competitiveness since 1980 to over 21 percent. Financing for new 
investments remains in short supply. Moreover, political uncertainties 
emanating from unrest in El Salvador and Nicaragua, as well as domestic 
political questions arising out of a presidential election year, continue to 
have a dampening effect on business activity. The foreign exchange gap is 
being partially closed by increased disbursements of foreign assistance from 
U.S. Economic Support Funds and other sources. As Honduras becomes able to 
diversify her exports to take greater advantage of the duty-free terms of 
the Caribbean Basin Initiative, the outlook here should improve. 


The Stand-By arrangement concluded with the International Monetary Fund in 
November 1982 was the original cornerstone of the Suazo Administration 
economic program, The Stand-By centered on fiscal policy; its principal 
goals were the closing of the wide fiscal gap and the putting of the 
semi-autonomous institutions on a self-sufficient basis. In late 1983 the 
GOH fell out of compliance with the Stand-By after receiving four of five 
scheduled tranches. Negotiations for a new Stand-By arrangement are not 
anticipated before the inauguration of Honduras' next president in 1986. 


The fostering of the best possible environment for foreign and domestic 
investment, particularly in the export sector, continues to be a major GOH 
objective. An export incentives law and a temporary import law have been 
enacted, providing tax incentives and relief from most import duties to 
exporters. The GOH is presently working on methods to divest itself of 
publicly-held productive enterprises. Many issues, however, such as land 
tenancy and hydrocarbon concessions, have still not been fully resolved. 
Thus, although a number of positive developments have occurred in both the 
domestic and international economic environment, it has been difficult to 
translate some of them into tangible accomplishments. 





CURRENT ECONOMIC SITUATION AND TRENDS 
1. NATIONAL ACCOUNTS, MONEY, CREDIT AND PRICES 


Increases in real growth occurred in most major sectors of productive 
activity in 1984, reversing declines registered in 1982 and 1983. Overall 
1984 GDP growth is estimated at plus 8.2 percent in current prices, adjusted 
to plus 2.8 percent in constant 1966 prices. The total value of goods and 
services produced is estimated in nominal terms at $3.187 billioc The 
agricultural sector, which includes forestry and fishing, recorded an 
increase in real growth of 2.1 percent in 1984, contributing $766.0 million 
to GDP (24 percent of the total). This growth is in part a result of a 
bumper grains harvest during 1984. The manufacturing sector's contribution 
(about 15 percent of GDP) was $424 million, rising 4.5 percent from 1983 in 
real terms. Other sectors, including transportation and commerce, increased 
marginally in real terms. Construction activity rose 4.0 percent in real 
terms in 1984, following an increase of 1.4 percent registered in 1983. 
Real private sector capital formation, which had dropped 52.5 percent from 


1980 to 1983, registered a 6.6 percent increase in 1984; real private 
consumption rose 0.5 percent. 


Growth in the money supply (currency plus demand deposits) in 1984 was 6.4 
percent, which followed a 14.3 percent rise in 1983. This growth was due 
principally to the GOH's use of domestic credit sources to finance the 
budget. Quasi-money (time, savings and other deposits) rose by 15.2 
percent, slightly lower than the 21.0 percent growth of the previous year; 
this increase in quasi-money reflected, among other factors, the scarcity of 
foreign exchange available for imports. The combined rate of growth for 
money and quasi-money for 1984 stood at 11.8 percent. Overall domestic 
credit grew by 11.2 percent, slightly lower than the 13.2 percent recorded 
in 1983. Public sector credit, which amounted to 25.3 percent of all 
internal credit, grew by 17.4 percent in 1984, a much lower rate than the 


previous year's 34.2 percent. Private sector credit grew more slowly, by 
10.8 percent, in 1984, 


The pace of inflation remained low. From December 31, 1983 to December 31, 
1984 the CPI advanced only 4.8 percent, just over half the 8.9 percent 
recorded in 1983. At the same time, the imported component of the wholesale 
price index rose just 3.0 percent, much lower than the 11.7 percent rise 
recorded in 1983. Likewise, food costs at the retail level advanced a 
barely perceptible 0.4 percent during 1984 compared with 5.3 percent a year 
earlier, mainly as a result of lower prices for such basic grains as corn, 
rice, and wheat -- the largest elements in the food category. Based on a 
January-February average, housing registered a miniscule 1.8 percent 
increase from 1984 to 1985 (after 10 and 16 percent increases in 1982-83 and 
1983-84 respectively). Transportation costs rose just 1.7 percent during 
this period. Clothing, personal care, and health care costs all recorded 
lower increases than in previous years. The CPI itself advanced at a 3.0 
percent annual rate during the first two months of 1985. 





2. BALANCE OF TRADE AND PAYMENTS 


Honduras' external position continued to deteriorate in 1984, despite some 
relative improvement during the year, in a trend which began in 1980. 
Honduras’ international price competitiveness vis-a-vis her principal export 
competitors has weakened during each of the last four years. Largely as a 
result of this slippage in price competitiveness, exports as a percentage of 
GDP have fallen from 38.9 percent in 1980 to an estimated 27.8 percent in 
1984. The overall dollar values of exports and imports were up 6.1 and 18.4 
percent respectively. Manufactured goods exports rose 10.3 percent and 
imports 11.0 percent over 1983 levels. The current account disequilibriun, 
which had reached a record level of $-316.7 million in 1980 and narrowed to 
$-302.9 million in 1981, $-257.1 million in 1982 and $-233.8 million in 
1983, slipped to $-395.5 million in 1984, due in part to increases in both 
imports and service payments. Overall capital inflows rose from $180.2 
million to $357.5 million. At the same time, the net international reserve 
position, defined as the total consolidated banking system's foreign assets 


minus short-term foreign liabilities, dropped $29.9 million to $-144.4 
million. 


The country's principal export products experienced both gains and losses in 
1984. Bananas, Honduras' number one foreign exchange earner (25.6 percent 
of the total), brought in $220.5 million, an increase of 8.5 percent over 
1983; this reflects, in large part, full recovery from 1983 wind damages. 
Coffee exports in 1984 rose 11.8 percent to $169.4 million (19.7 percent of 


the export product total) due principally to a higher International Coffee 
Organization quota level for Honduras obtained in 1984 and to somewhat 
stronger world prices for coffee during the year. Metals, led by zinc 
exports, appear to have jumped a whopping 66.1 perceat in 1984 to account 
for $63.1 million or 7.3 percent of total exports. Seafood (shrimp and 
lobster) has emerged as an important Honduran export in recent years, with 
1984 earnings of $38.9 million, up 8.1 percent from 1983. Lumber exports 
again fell, this time by 16.6 percent, to $33.7 million in 1984 (but are 
expected to climb slightly as production increases). Sugar exports, 
confronting both a smaller worldwide U.S. sugar quota and record low world 
prices, decreased 9.3 percent in 1984 to $25.3 million. Meat exports 
declined 21.4 percent to just $24.6 million (less than half of 1980 exports) 
in the face of high production costs and weak demand. Among lesser foreign 
exchange earners, tobacco registered a notable 18.6 percent increase in 
exports to $12.5 million despite crop disease problems. Exports of all 
goods to Central America (8.0 percent of the total) rose 6.3 percent. 


A wide range of “non-traditional” exports also registered growth, with some 
individual products evidencing dramatic increases. The “non-traditional” 
category, which includes such products as citrus, clothing, furniture, 
ornamental plants, melons, pineapples, cucumbers, and plantains, is a key to 
Honduras' future because it offers far greater possibilities for growth than 
do traditional commodity exports. If an exchange rate adjustment were to be 
made by the GOH in the future, it would encourage this type of export 
particularly. The one-way free trade zone established January 1, 1984 under 
the Caribbean Basin Initiative provides an especially promising opportunity 
for Honduras to further develop its potential in non-traditional exports. 





Imports of goods and services rose substantially from $1.077.2 million in 
1983 to $1.275.4 billion last year. In a developing economy such as 
Honduras's, in which 59 percent of imports are capital equipment, raw 
materials and intermediate goods -- much of it for the production of export 
products -- and only 17 percent are consumer items (the other 24 percent is 
petroleum; worldwide, the ratio between the latter two categories is 
typically the reverse), imports are a vital determinant of development. As 
in previous years, 1984 saw a substantial underutilization of productive 
capacity as a result of continued private sector difficulty in obtaining 
foreign exchange and credits with which to bring in inputs and parts and 
equipment. This, along with the current import control system (which may 
have a distorting effect on the import mix), has contributed to a lack of 
enthusiasm on the part of potential investors. Petroleum imports climbed 
from $166.1 million in 1983 to $189.0 million, although this figure is 
expected to fall as the giant El Cajon hydroelectric project comes on-line 
and thermal power plants are idled. Imports of manufactures rose 
significantly from $189.4 million to $200.7 million, making them the largest 
single component of the import bill. Machinery and transportation equipment 
imports rose sharply from $148.3 million to $184.2 million. Food imports, 
which had declined in 1982, increased 25.3 percent in 1983 and 16.9 percent 
(to $85.7 million) in 1984, despite bumper harvests of basic food grains. 


A substantial increase in total petroleum and petroleum product costs as a 
percentage of import costs since 1979, with no increase in actual 
consumption, continues to hamper the Honduran economy. Some relief for this 
part of the balance-of-payments disequilibrium is now coming from the 
Mexican/Venezuelan Petroleum Facility, which provides for concessionary 
financing of 20 percent of purchases. An agreement reached with the Texaco 
refinery located in Honduras provides for up to two-thirds of Honduras’ 
petroleum needs to be supplied from Venezuela under the facility. Only an 
occasional shipment comes from Mexico. A popular way of expressing the 
impact of petroleum price increases here is by noting that in 1972, 3 pounds 
of coffee or 57 pounds of bananas bought a barrel of oil. The same barrel is 
now bought with 19 pounds of coffee or 194 pounds of bananas {or 863 pounds 
of sugar). 


Net capital inflows increased from $180.2 million in 1983 to $357.5 million 
in 1984. This improvement was partially a result of the fact that little 
short-term debt remained outstanding, since short-term credit had almost 
completely dried up. After reaching its peak in 1980, private sector credit 
was especially hard-hit, registering a $21.3 million net outflow in 1984, 
excluding short-term transactions. In other words, more capital flowed out 
of the private sector to repay external debt principal than was received in 
external credit. However, public sector inflows increased from $174.8 
million in 1983 to $276.0 million in 1984, particularly as Honduras' largest 
development project, El Cajon, headed toward completion. 


Increasingly strong exchange control measures have been taken by the Central 
Bank since December 1980. A five-tier order of prior’ty system for 
obtaining foreign exchange for imports was established in 1982 and tightened 
up in 1983. Food, medicines and public or publicly-guaranteed external debt 
obligations head the list; consumer goods are at the bottom. Also, 





exporters must document the repatriation of their foreign earnings, and 
there are limitations on foreign currency available for travelers. 
Administrative backlogs and limited foreign exchange availability continue 
to hamper importers, with delays ranging from 30 to 180 days. The situation 
has improved since November 1983, however, with the adoption of Central Bank 
regulations allowing the use of foreign exchange from non-banking sources 
for imports; for many importers of low priority items, this has become the 
only viable and timely method for obtaining foreign exchange. The Central 
Bank generally grants import permits within a five-day period to importers 
using this method of auto-financing, which was widely employed in 1984. 


3. PUBLIC FINANCE 


Public finance continues as the most visible economic problem in Honduras. 
Although current revenues jumped 21.3 percent in 1984, current and capital 
expenditures have continued to rise--the latter even more dramatically. On 
the revenue side, increased levels of foreign trade (which provides the 
lion's share of revenue through import and export duties and charges), 
greater efficiency in tax collection and administration, and the imposition 
of additional taxes in May 1984 have contributed to the improvement. In 
terms of expenditures, the Central Government's interest payments, which in 
1984 registered a 22.8 percent increase to $78 million -- more than double 
1980 levels -— contribute heavily to the budgetary deficit. For 1984 the 
budget deficit of the Central Government was $368.0 million (and for 1985 
this budget gap could reach an estimated $385 million). Central Bank credit 
covered $102.5 million of the gap in 1984, while external sources, mainly 
concessionary loans from international financial institutions, financed 
$265.5 million, up from $158.0 million in 1983. 


The Suazo Administration has taken concrete steps to put the budget back 
into greater balance. An economic stabilization program was approved by the 
National Congress in May 1984 which aimed at bringing the 1984 GOH fiscal 
situation more in line with economic realities. The package contained both 
revenue-generating and expenditure-cutting measures, including new taxes and 
fees, the issuance of bonds to be held by the non-banking public sector, a 
public sector hiring freeze, budget trimming, and various’. reserve 
requirements on certain types of banking system deposits. Despite these 
measures, the GOH has been unsuccessful in reducing the public sector 
deficit, which in fact increased by 19.9 percent during the year. The 
privatization of public sector-held enterprises and the elimination of a 
number of para-statal institutions, both currently being considered by the 
GOH, would contribute measurably to the reduction of the budget deficit. 


An IMF Stand-By arrangement, signed in November 1982, aimed at attaining 
equilibrium in the balance of payments and substantially reducing the fiscal 
deficit. However, Honduras fell out of compliance in late 1983. A new 
Stand-By arrangement with the IMF is not anticipated before a new 
presidential administration takes office in early 1986. 


Despite current economic problems, long-range development plans still exist 
which call for significant investments in infrastructure, energy, education, 
health care, and agrarian reform. At the heart of this effort is the El 





Cajon hydroelectric project, which is now over 90 percent complete. This 
venture consists of the construction of a 292-megawatt dam which, since 
groundbreaking, has been progressing on schedule and within budget. As of 
June 1985 two of the dam's four turbines are in operation; the final turbine 
is expected to be commissioned in October. Financing for El Cajon, which 
will cost more than $700 million, is on very concessionary terms and has 
been spread across a broad spectrum of multilateral and bilateral lenders 
led by the World Bank and Inter-American Development Bank. Other major 
energy projects which have come on-stream have been the 30-megawatt El 
Nispero hydroelectric project and the Puerto Cortes 30-megawatt thermal 
plant. After completion of El Cajon, the Puerto Cortes thermal unit will be 
idled for an anticipated 5 years until domestic energy demand is expected to 
reach significantly higher levels. During that period, the use of fossil 
fuels for electrical generation, which has already begun to be limited, 
should be employed only for peaking and stand-by power generation. The $400 
million Olancho Paper and Pulp complex, begun in 1977, is being 
significantly downsized from its originally proposed scale. At present, 
plans call for it to process the production from the newly inaugurated 
sawmill at Bonito Oriental in the Department of Colon. The sawmill, which 
began actual operations in January 1984, is presently working at only 30-35 
percent of installed capacity. A scaled-down version of the planned port at 
Puerto Castilla was inaugurated in May 1984. The port possesses a 150-meter 
pier, a draft of 11 meters, and numerous storage facilities. Despite budget 
limitations, some new highway construction has also been initiated. 


4, AGRICULTURE 


Agriculture is the mainstay of the Honduran economy, accounting for 24 
percent of GDP. 1984 saw measured agricultural growth -- 2.1 percent in 
real terms -- following growth of 2.7 percent in 1983. Agricultural exports 
-- at least three-fourths of total exports -- were up slightly. 


Banana production rebounded almost 17 percent from a depressed 1983 level of 
35.1 million boxes to 41.0 million boxes in 1984, due in large part to 
recovered production on plantations which had suffered wind damage in March 
1983. A new banana export incentives law grants gradual reductions in the 
banana export tax for increases in country-wide exports over 40 million 
boxes. Costs of production of Honduran bananas remain, however, among the 
highest in the world. Coffee production for the 1984/5 crop year -- 
approximately 1.6 million 60-kilo bags -- was up slightly from the previous 
year, primarily due to more abundant rainfall. However, earnings from 
coffee exports increased almost 12 percent in 1984 as _ Honduras’ 
International Coffee Organization quota was increased from 805,000 
sixty-kilo bags for 1983/84 to 885,751 bags for 1984/85. (This amount is 
nonetheless still well below Honduras’ 1981/82 quota of 960,000 
sixty-kilogram bags.) The 1985/86 coffee harvest is expected to be about 
equal to that of 1984/1985. Massive stocks are already on hand, and 
Honduras cannot export all the coffee it produces. The Hondurans are 
actively seeking a full restoration of its 1981/82 quota level, which would 
help absorb the current stocks. Shrimp and lobster have continued to expand 
as major exports, and are expected to climb significantly higher, stimulated 
in part by the U.S. trade embargo against Nicaragua. Earnings from sugar 





exports fell in 1984 due to depressed world sugar prices, despite a doubling 
by the U.S. of Honduras' sugar quota effective during the 1984 fiscal year. 
The Honduran sugar industry has also suffered crippling debt service 
obligations. Prospects for any growth in 1985 appear bleak as the US 
reduces its global sugar quota even more. The GOH, however, guarantees the 
producers a high domestic price and offers other subsidies to keep them 
afloat. Meat production is expected to continue its decline in 1985 as meat 
prices in the United States -- Honduras’ principal market -- remain low. 


Citrus became an important Honduran export in 1984 and 1985. Honduras 
exports citrus concentrate and Persian limes to the U.S. and whole citrus 
fruit to Europe. Foreign and domestic investment in citrus production and 
processing is increasing. 


A major portion of Honduras' overall economic growth in 1984 is attributable 
to the increase experienced in basic grain production. Honduras has 
switched from being a net importer to being a marginal net exporter of corn 
and beans, and has also become self-sufficient in the production of rice and 
sorghum. As a result of favorable weather, Honduras has, since September 
1984, exported approximately 30,000 metric tons of corn. This is in 
contrast with the 1983/84 crop year when Honduras imported yellow corn from 
the United States to offset the effects of drought. Honduras is totally 
dependent upon imported wheat, which it receives primarily from the United 
States under the Public Law 480 Title I Program. Wheat imports in 1984 were 
106,880 metric tons. Output of beef, pork, poultry, and milk were up in 
1984. Honduras still imports a small portion of its milk requirements, 
principally from the European Economic Community. Egg production increased 
about 40 percent in 1984 despite government price controls and lower 
prices. The availability of commodity credits through the Commodity Credit 
Corporation has helped this sector. 


5. MANUFACTURING 


The manufacturing sector, the second largest (approximately 15 percent of 
GDP), is showing some recovery from difficult years in 1982 and 1983. Real 
growth of earnings during 1984 was 4.5 percent, compared with a minus 3.9 
percent in 1983 and minus 5.7 percent in 1982. Nominal 1984 growth was 8.0 
percent. As in the previous year, most industrial categories registered 
growth: cement 10 percent, textiles 13 percent, carbonated beverages 6 
percent, and beer 9 percent. Commercial and industrial uses of electricity 
were up 10 percent and 5 percent respectively. Construction throughout the 
country as a whole jumped 33 percent; in fast-growing Tegucigalpa, the 
increase was a whopping 45 percent. Formation of new enterprises is off, 
due in large part to the cost of investment capital and the lack of ability 
to easily exploit markets. Local manufacturers are making some small-scale 
investments in production equipment; however, the scarcity of foreign 
exchange and short-term trade credit make inputs and parts and machinery 
difficult to obtain. Unemployment in the industrial sector is estimated at 
around 25 percent. 


Honduran exports to the rest of Central America increased 6.3 percent in 
1984 despite the lack of a commercial trade agreement with Guatemala -- 
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Honduras’ major regional trading partner -- for most of the year. Much of 
Honduras’ trade, particularly with neighboring Nicaragua, is currently being 
conducted on a barter basis in response to a general shortage of foreign 
exchange among all the Central American countries. Nicaragua currently has 
an outstanding trade arrearage to Honduras of approximately $40 million. At 
the same time, regional commerce as a whole has suffered from turmoil in the 
area. Although Honduran regional trade is small in terms of its total 
trade, it is important for the industrial sector, which has gotten used to 
this protected market. However, currency devaluations in the other Central 
American countries have priced many Honduran products out of the market. 
Since 1969 Honduras has not been a participating member of the duty-free 
Central American Common Market; however, bilateral trade agreements with its 
neighbors permit Honduran products continuing access to these markets. In 
recent months, Honduras has instituted a Central American payments regime 
providing for convertibility of regional currencies. 


The most notable large-scale industrial investment underway in recent years 
has been in the cement industry. Cementos de Honduras, a private venture 
backed by GOH guarantees, was taken over by the GOH in April 1984 when the 
government decided to capitalize its sizable exposure with the company. 
Shareholder equity was reduced 95 percent. This drastic move was seen by 
most observers as perhaps the only way to complete the remaining 20 percent 
of the cement plant's stalled expansion program. However, the completion of 
the construction of the dam at El Cajon means that Honduras stands to 
possess a substantial surplus of cement production capacity, whether or not 
the plant expansion is carried out. This is particularly true since INCEHSA 
(a CONADI investment) has also been producing cement for the last few 
years. Moreover, the national surplus is expected to be uncompetitive in 
terms of export potential because of production costs. Nonetheless, the 
continued debilitating cost of servicing Cementos de Honduras’ large debt on 
the basis of non-productive equipment appears even more disagreeable than 
finishing the project. In terms of other products, the picture has been 
mixed. Cigars, apparel, food processing and woodworking are non-traditional 
sectors whose outlook remains positive. Taking advantage of the drawback 
provisions of Section 807 of the U.S. Tariff Schedule, a number of apparel 
assembly plants have been set up within the last year in San Pedro Sula, 
Tela, Tegucigalpa, and the Puerto Cortes Industrial Free Zone. 


Retail merchants reported improved sales in 1984 over the previous two 
years, although sales for the beginning of 1985 remain slow. Retailers, who 
almost without exception must import most, if not all, of their wares, have 
had to face the growing severity of foreign exchange controls. Importers of 
low priority consumer goods must find their own sources of foreign exchange 
since the Central Bank will generally not provide foreign exchange for this 
category of import. Because of high tariffs and sales taxes, retail prices, 
particularly for imported consumer goods, remain higher on the whole than in 
other Central American countries. In addition, inventories remain low. 
However, the number of retail operations which had to close their doors has 
gone down in comparison to last year. 





6. ECONOMIC OUTLOOK: 


The prospects for a significantly improved economic picture in Honduras are 
not promising. Real GDP growth is expected to rise only slightly over the 
near term. Exports and imports, which when taken together are the engines 
of the economy, are projected to increase about 10 percent each in nominal 
terms. Banana exports may increase slightly as the two principal banana 
companies, Standard Fruit and United Brands, enjoy better weather conditions 
and marginally increase production to take advantage of the new banana 
export incentive law. Coffee exports remain a prisoner of Honduras' reduced 
IcO*quota (although non-quota coffee prices have strengthened somewhat in 
the last year). Many Hondurans fear that a recent ICO resolution which 
seeks to tie non-quota coffee prices to the world quota price may hurt 
Honduras' non-quota exports. Seafood should expand significantly, and 
lumber is expected to show some growth. Sugar exports will likely decrease 
as the world sugar market continues to suffer from its severe glut and the 
U.S. sugar quota is reduced. On the other hand, exports of non-traditional 
products are expected to rise substantially in response to the on-going 
implementation of the CBI. Trade with the other Central American countries 


is currently stagnant, however, and the prospects for its improvement are 
slim. 


Capital inflows, especially in the form of development project spending, are 
expected to improve slightly this year. The public sector has received the 
bulk of this type of financing of late. Loan money generated from internal 
sources is available (although costly); however, by and large, the foreign 
exchange needed to purchase goods and raw material inputs is not. Except 


for government- sponsored programs such as the recently enacted U.S. Trade 
Credit Insurance Program, credit from abroad has almost completely dried up, 
in part because of fears of regional instability created by unrest in 
neighboring countries and doubts about Honduras’ ability to comply in a 
timely manner with its foreign exchange obligations. The credit and 
investment situation is not likely to improve until the talks with the 


foreign commercial banks on the rescheduling of public external debt reach a 
successful conclusion. 


Honduras' major economic difficulties -- exchange rate disequilibria, fiscal 
deficits, inefficient and ineffective semi-autonomous governmental 
institutions, and lack of private sector confidence -- have so far resisted 
the efforts of the Suazo administration to return the economy to a sound 
footing. However, many advances have still been made in restoring economic 
stability. Inflation is well under control, and positive GDP growth has 
been attained after two years of negative growth. New laws to assist the 
private sector and encourage investment, such as an export incentives law 
which grants tax reduction certificates to exporters of non-traditional 
products, have been promulgated. Although actual negotiations have not 
taken place since mid 1984, conclusion of a Bilateral Investment Treaty with 
the United States is still a priority of the Honduran government; such a 
treaty would offer additional protections for U.S. investment in Honduras. 
However, in view of the difficult issues facing the GOH, long-term economic 


improvement will require some unenviable choices by the next president, who 
will be elected in November 1985. 


* International Coffee Organization 
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IMPLICATIONS FOR U.S. BUSINESS 


SUMMARY: The moderate improvement in the Honduran economy, the increased 
flow of U.S. economic assistance to Honduras, and the greater attention 
being given this region under the aegis of the Caribbean Basin Initiative 
open limited but nonetheless promising opportunities for U.S. export growth 
in the near future; further, the need for U.S. parts and machinery as well 
as industrial and agricultural inputs remains as great as ever. Import 
restrictions and a chronic shortage of foreign exchange have, however, 
impeded the growth of U.S. exports to Honduras (which amount’ to 
approximately 35 percent of total Honduran imports), and U.S. exporters have 


experienced payment delays of up to one year because of the scarcity of U.S. 
dollars in Honduras. 


Attractive investment and joint venture opportunities continue to be 
offerred. The Caribbean Basin Initiative offers tremendous potential for 
U.S. businessmen, who, by locating operations in Honduras, can reduce costs 
of production while taking advantage of the tariff breaks. A number of 
assembly operations, located in the Free Zones of Puerto Cortes and other 


cities are successfully utilizing the drawback provisions of Sections 806 
and 807 of the U.S. Commercial Code. 


MARKET OVERVIEW: Commercial activity, which slowed with the onset of the 
recent world recession, has emerged somewhat from its malaise as prospects 
improve for real growth in 1985 led by the export sector of the economy. 
Honduras is a natural market for U.S. products due to its proximity to the 


U.S., its port facilities, and the high regard Hondurans have for the 
quality of American products. 


Because of the acute foreign exchange shortage, the Central Bank of Honduras 
has imposed import restrictions by dividing imports into five categories 
arranged in descending order of priority. All imports must be approved in 
advance by the Central Bank of Honduras. Prior local currency no-interest 
deposits for 100 percent of the value of imports are generally required by 
the commercial banks. Honduran imports, except for such goods as essential 
medicines and for parts and machinery, raw materials, and inputs into 


production for priority sectors of the economy, are normally subject to high 
duties, 


Even with import restrictions, the Central Bank has not been able to 
maintain sufficient foreign exchange reserves to assure prompt payments to 
firms exporting to Honduras. As a result, U.S. exporters have experienced 
dollar payment delays of from two months up to a year while their Honduran 
importers wait for the banking system to provide dollars against their local 
currency deposits. Importers who can demonstrate to the Central Bank that 
they already have sufficient foreign exchange to cover the cost of their 
imports without recourse to the Honduran banking system generally have been 
granted import permits by the Central Bank within a few days of applying. 
The official exchange rate remains L.2.00 for US$1.00. 


The underlying demand for U.S. goods, both industrial and consumer, 
nonetheless remains strong, and new short-term credit guarantees from the 





Export-Import Bank, through its Trade Credit Insurance Program and FCIA 
insurance program, and from the Commodity Credit Corporation can assist in 
the purchase of U.S. products. 


COMPETITION: Despite the large market share held by the United States, 
formidable competition is growing from Japan, Western Europe, and a number 
of Latin American nations among others. U.S. products and services continue 
to be competitive in quality, although the strong dollar has made price a 
detrimental factor for many U.S. exporters despite the proximity of Honduras 
to the United States. In general, European and Japanese companies are 
offering better and longer terms of credit while developing country firms 
are offering lower prices. In addition, in public bids, where supplier 
credits are critical to success, U.S. firms have often been excluded due to 


the very soft terms offered by third countries, which often mix export 
credits with aid. 


FOREIGN INVESTMENT POLICY: GOH policy is to maintain an open door to 
foreign investment. Four of the largest corporations in Honduras are 
U.S.-owned. Under the Honduran constitution, foreign firms enjoy equal 
treatment with national firms in terms of both rights and obligations. The 
series of exchange controls instituted since 1980 has caused some 
substantial delays in the repatriation of profits, dividends, and investment 
capital due to the low priority assigned to such uses of foreign exchange. 
Repayment of debt and interest obligations to foreign governments receives 
the highest priority in terms of financial transactions, although delays do 
exist even in these cases. Joint ventures enjoy the full protection of 
Honduran law; however, in some sectors 51 percent of the capital must be 
Honduran. In recent years, Honduras has particularly sought to attract new 
foreign investment in citrus, pineapple, fresh and frozen vegetables, 
petroleum exploration, mining, wood products, tourism, shrimp farming, metal 
working, apparel, and electronics assembly. Honduras' open door investment 
policy is at times frustrated by a lack of coordination and by conflicting 
goals among relevant government agencies. Bureaucratic inefficiency and 
poor regulation of the legal procedures contribute to a _ sense of 
arbitrariness in how the government treats the private sector. In response 
to the opportunities offered by the Caribbean Basin Initiative, the Honduran 
private sector, with financial support from the U.S. Agency for 
International Development, has established two technical assistance 
organizations, the Foundation for Business Research and Development (FIDE) 
and the Federation of Agricultural Producers and Exporters of Honduras 
(FEPROEXAH) to develop non-traditional Honduran exports and assist investors. 


The GOH offers duty-free import of materials and equipment for varying 
periods of time to firms qualifying under various laws designed to promote 
economic development and to strengthen the export sector. Additionally, the 
Free Zone located at Puerto Cortes offers basic facilities to 
export-oriented manufacturers, which are exempt there from all Honduran 
taxes and all Central Bank foreign exchange restrictions. A number of firms 
have entered the Zone in the last two years. At present, the Puerto Cortes 
Free Zone enjoys full occupancy; however, expansion to accommodate 


additional labor-intensive industry has begun, and another Free Zone in the 
Atlantic coast city of Tela was opened this year. 





MAJOR DEVELOPMENT PROJECTS IN HONDURAS 
PROJECT 


COST MAJOR FOREIGN PERCENT 
($ Millions) FINANCING 


COMPLETE 
AT IMPLEMENTATION STAGE 


El Cajon Hydroelectric (ENEE) 700 


OPEC, Japan 
Tela-La Ceiba Railroad (FFNN) 6 
Olancho Forestry Project (COHDEFOR, CORFINO) 400 IDB, IBRD, VIF 
Puerto Castilla Port (ENP) 15 IBRD 
Aguan Valley Palm Oil Plants (CONADI, INA) 10 IDB, Netherlands 
Puerto Cortes Free Trade rare 14 IBRD 
Rural Water and Sanitation (SANAA, Min. Health) 20 
Rural Telephones (HONDUTEL) 
Air Navigation Aids Modernization (SECOPT) 
La Union-Mame Road (SECOPT) 
Tegucigalpa-Jicaro Galan Hwy Rebuilding (SECOPT) 
La Paz-Tutule-Marcala Road (SECOPT) 
La Ceibita-Sta. Barbara Road (SECOPT) 
Santa Rita-Yoro H butiding ¢sécopr) 


IBRD, IDB, CABEI, 
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RPRENE 


Tela-La Ceiba H ebuilding COPT) 

Highways VIII - Rural Roads (SECOPT) 

Access Roads, Construction/Improvement (SECOPT) 
Roatan Airport Weeut is 

Mosquitia Canal/Road Reconstruction (SECOPT) 
puctgeee? Hospitals/Health Centers (Min. Health) 
San Pedro Sula Hospital (Min. Health) 

Grain Silos (IHMA) 

Low Cost Shelter I (INVA) 

Regional Mortgage Program (FINAVI) 

Regional Mortgage Program (INVA) 

Housing Insurance Guarantees (FINAVI) 

Comayagua Forestry Development (COHDEFOR) 
ore Reg. Dev. (Ministry of Nat. Resources) 
West Region Rural Development Program (PRODERO) 


NEAR BID STAGE FOR ENGINEERING OR CONSTRUCTION 
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IDB, France 
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AID 
CABEI, AID 
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Marcala-La Esperanza-Siguatepeque Hwy (SECOPT) 
Regional Navigation System (COCESNA) 
San Pedro Sula Water and Drainage (SANAA) 


AT PLANNING STAGE 


La Ceiba-Saba-Olanchito Hwy Rebuilding (SECOPT) IBRD 
Saba-Tocoa-Corocito Hwy Rebuilding (SECOPT) IDB 
Bay Islands Employment Generation (SECOPT) AID 
Low Cost Shelter II (INVA) AID 
Potable Water in Four Cities (SANAA) IDB 


Key to Acronyms: 


AID - Agency for International 
Development 

CABEI - Central American Bank 
for Economic Integration 

COCESNA - Central American Air 
pevueen2on Corporation 

COHDEFOR - Honduran Forestry 
Development Corporation 

CONADI - National Industrial 
Development Corporation 

CORFINO - Olancho Forestry 
Development Corporation 

ENEE - National Electric Company 

ENP - National Port Authority 

FFNN -— National Railroad Co. 

FINAVI - Housing Finance Corp. 

HONDUTEL - National Telephone Co. 


IHMA - National Grain Marketing 
Institute 

INA - National Agrarian Institute 

INVA - National Housing Institute 

IBRD - World Bank 

IDB - Inter-American 
Development Bank 

IFC - International Finance Corp. 

OPEC - Organization of Petroleum 
Ex aetene Countries 

PRODERO - West Region Rural 
Development Program 

SANAA - National Water Company 

SECOPT - Ministry of Communication 
Public Works and Transportation 

VIF - Venezuelan Investment Fund 





Wouldn’t it be nice to have a 
Washington staff to keep you 
up-to-date on all you need to 
know to steer your exporting 
business on the fast track to 
success? 

Have the next best thing. Have 
BUSINESS AMERICA, our 
biweekly business magazine 
designed especially for firms like 
yours—American exporters who 


want to grow, and American 
businesses ready to enter the 
lucrative world of exporting. 
BUSINESS AMERICA is 
more than a magazine. It’s 
virtually an exporter’s service. 
We give you country-by-coun- 
try marketing reports, incisive 
economic analysis, worldwide 
trade leads, advance notice of 
planned exhibitions of U.S. prod- 
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ucts worldwide, and success sto- 
ries of firms like yours. We'll 
keep you posted on what’s hap- 
pening in government and on 
Capitol Hill that could affect 
your business and your profits. 
A subscription to BUSINESS 
AMERICA will put our export- 
ing experts at your fingertips— 
we give the phone numbers of 
our authors in every issue so you 


Mail to: Superintendent of Documents, U.S. Government Printing Office, 
Washington, D.C. 20402 
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I want to put BUSINESS AMERICA to work for me. Send me the 
next 26 issues (one year) for only $57 ($71.25 foreign). 
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can call with your specific ques- 
tions, and get the answers you 
need to make savvy exporting 
decisions. 


Put BUSINESS AMERICA to 
work for you. Use the order form 


below to start your subscription 
today. 


U.S. DEPARTMENT OF COMMERCE 
International Trade Administration 


ws 


Here’s my check made out to the Super- 
intendent of Documents. 


L] Charge my VISA or MasterCard No. 


EEE Tier Teeter) 


(Signature) 


(Expiration Date) 








